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XVII, Issue 5.
The information contained in this report has been prepared from sources considered reliable, but its accuracy is not guaranteed by us 
and is NOT necessarily a complete summary of all available materials on the subject. Opinions expressed herein do not necessarily reflect 
Institute policy. Reproduction of these materials without prior approval of the AICPA is prohibited.
1SECURITIES AND EXCHANGE COMMISSION
The SEC has scheduled an open meeting regarding disclosure of registrants' changes in 
accountants and the timeliness of disclosures on Form 8-K. The agenda includes 
whether to authorize for publication 1) a release adopting certain amendments to 
Regulation S-K, Form 8-K and Schedule 14A regarding disclosure of registrants' 
changes in certifying accountants, and 2) a release publishing for comment 
proposals to increase the timeliness of disclosures on Form 8-K, including 
registrants' changes in certifying accountants. The meeting is scheduled for 
Thursday, 4/7/88, at 10:00 a.m. at the Commission's Headquarters Building, 
Commission Meeting Room, Room 1C30. For further information please contact Robert 
Burns or John Riley at the SEC at 202/272-2130.
TRANSPORTATION. DEPARTMENT OF
Comments are requested on a Department of Transportation (DOT) proposal to revise its 
accounting provisions in accordance with generally accepted accounting principles 
(GAAP) (see the 3/24/88 Fed. Reg. . pp. 9653-65). The DOT said the proposal would 
"relieve an air carrier from the burden of maintaining its accounting system so as 
to differentiate between two sets of principles - generally accepted and 
regulatory." The notice stated that it has been determined that the air carrier 
burden could be reduced by adopting the concept that the accounting provisions 
applicable to large certificated air carriers will be based on GAAP. The carriers 
would benefit because they would be able to operate accounting systems which yield 
information acceptable for both financial and governmental reporting purposes, 
according to the notice. Also, the government would benefit from the degree of 
comparability of accounting practice among large certificated air carriers. The 
DOT said the uniform system of accounts (USOA) is a useful accounting tool in 
helping new entrants establish a reliable financial reporting system. This 
benefit should be further enhanced by a GAAP-based USOA, the proposal stated. 
Another benefit of GAAP is to reduce the Department's need for on-site accounting 
classification audits, the DOT said. According to the proposal, a GAAP-based 
system should save audit time that would otherwise be spent reviewing the 
application of regulatory accounting provisions that may depart from GAAP. 
Comments on the proposed rule must be received on or before 5/23/88. Comments 
should be directed to the Docket Clerk, Docket 45529, Room 4107, Office of the 
Secretary, DOT, 400 17th St, S.W., Washington, D.C. 20590. For further 
information after reading the notice, please contact M. Clay Moritz, Jr. or Jack 
M. Calloway at the DOT at 202/366-4385 and 202/366-4383, respectively.
TREASURY. DEPARTMENT OF
Estimated tax penalties for 1987 will be waived for certain individuals with 
retirement income, the IRS announced recently. The waiver applies to estimated 
tax penalties attributable to taxable retirement income on line 16b of Form 1040, 
such as pension and annuity income, IRA distributions, and distributions from 
profit-sharing plans, retirement plans and employee savings plans, according to 
the IRS. The IRS noted that it has set up procedures so that in most cases 
effected taxpayers will not have to do anything in order to have the waiver apply. 
For taxpayers who have not yet filed a return, the IRS will automatically take the 
waiver into account in computing any estimated tax penalty that may apply. For 
those who have already filed, the IRS will recompute the penalty and refund any 
overpayment. Taxpayers who have received a notice of estimated tax penalty dated 
before 5/2/88, to which they have not responded, should call 1-800-424-1040 for 
assistance. Taxpayers who have not filed and prefer to compute their own 
Estimated Tax penalty should change line 28 of Form 2210, "Underpayment of 
Estimated Tax" to read: "Enter the total of the amounts from Form 1040, lines 7 
and 16b."
2TREASURY. DEPARTMENT OF
The automatic extension of time to file partnership returns of income and trust income 
tax returns is the subject of temporary and proposed regulations issued recently 
by the IRS (the temporary and proposed regulations are scheduled to appear in the 
4/5/88 Fed. Reg.) . The IRS said that currently if a partnership or trust needs an 
extension of time to file a return, the partnership or trust must request an 
extension on Form 2758 and include a detailed explanation of the reasons an 
extension is necessary. The Service said it has been "routinely" approving such 
requests. Therefore, the IRS said, "in order to formalize current administrative 
practice," it issued the temporary and proposed regulations. In the case of a 
partnership, an automatic three-month extension may be obtained for a taxable year 
beginning after 12/31/86 and before 1/1/88 by filing a properly prepared Form 2758 
with the words "Automatic Extension Under Sec. 1.6081-2T" typed or legibly printed 
on line 4 of Form 2758. For taxable years beginning after 12/31/87, Form 8736 
must be used. Form 2758 or 8736 must be filed by the due date for filing the 
partnership return with the IRS Service Center where the partnership return is 
required to be filed. Identical filing guidance is included in the temporary and 
proposed regulations for trusts, except that the return for the trust must be 
accompanied by remittance of the full amount of the estimated unpaid tax 
liability. The temporary and proposed regulations are intended to be effective 
for taxable years beginning after 12/31/86. Written comments and requests for a 
public hearing must be delivered or mailed by 6/6/88 to Commissioner of Internal 
Revenue, ATTN: CC:LR:T (LR-29-88), Washington, D.C. 20224. For further 
information after reading the temporary and proposed regulations, contact 
Katherine Lee Wambsgans at the IRS at 202/566-3288.
Public comment is requested about a proposed change in the term "Enrolled Agent" used 
in Treasury Department Circular No. 230 to describe those who are enrolled to 
practice before the IRS (see the 3/28/88 Fed. Reg.. p. 9952). The Treasury 
Department said the change is being considered because it is believed that 
"another designation for those individuals will be more meaningful to the general 
public." Comments are specifically sought on the need and desirability of a 
change and proposals for a suitable designation. Expressions of contrary views 
are also invited "so as to determine if a consensus or any overwhelmingly 
convincing argument for or against a name change exists," the Treasury Department 
said. Comments must be submitted on or before 6/27/88 to Director of Practice, 
IRS, Washington, D.C. 20224. For further information after reading the notice, 
contact Marcus Farbenblum at the IRS at 202/535-6787.
Instructions to employees about how they may more closely match their withholding to 
their expected tax liability have been issued by the IRS in an advance copy of 
Notice 88-42. The IRS said that in order to make the 1988 Form W-4, "Employee's 
Withholding Allowance Certificate," "as simple as possible" certain tax credits 
were not taken into account and certain calculations were simplified that result 
in less precise calculations than would be possible using a more complicated form. 
Employees are permitted under IRS regulations, the notice stated, to take into 
account tax credits to which they are entitled, such as the child care and 
dependent care credit, certain home mortgage credits, the foreign tax credit, and 
the general business credit. The IRS said "taxpayers are not required to use the 
Form W-4 calculation of the proper number of withholding allowances if they use a 
more accurate method that takes into account only the items of income, adjustments 
to income, deductions, and tax credits referred to on Form W-4 and its 
instructions and other tax credits, and if they base their calculation on 
withholding schedules, tax rate schedules, and the Form 1040ES worksheet." 
Notice 88-42 is scheduled to be published in Internal Revenue Bulletin 1988-15, 
dated 4/11/88. For further information after reading the notice, please contact 
Alfred G. Kelley at the IRS at 202/566-6244.
3TREASURY. DEPARTMENT OF
Daniel L. Black. Jr.. CPA, has been appointed assistant director of the Laguna Niguel 
District, the IRS announced recently. The Laguna Niguel District is responsible 
for Federal tax matters in southern California, from San Diego to San Bernadino. 
The IRS said that in Fiscal Year 1986 taxpayers in the Laguna Niguel District 
filed 6.4 million returns and paid $21.5 billion in Federal taxes. Before 
assuming his present appointment, Mr. Black served as the assistant director of 
the Greensboro District. He also served as assistant to the director of the 
Houston District. Between 1974 and 1982 Mr. Black served as a revenue agent in 
Columbia, SC; an examination group manager in Jacksonville, FL; a senior Southeast 
Regional Analyst in Atlanta, GA; and as an examination branch chief in the Atlanta 
District. Mr. Black became chief of the appeals office in Oklahoma City in 1982. 
He has been a member of the AICPA since 1977.
Instructions to IRS district and service center examination offices on the treatment 
of the exclusion of teaching or research stipend income from gross income of 
graduate students for tax years before 1987 have been issued by the IRS. 
Additionally, the IRS explained in News Release IR-88-65 how taxpayers who have 
been assessed taxes as a result of an examination of a stipend exclusion can file 
a claim for refund or abatement of these taxes. The IRS noted that "in order to 
assure uniform treatment of all open examination cases involving stipend income, 
district and service center examination offices have been directed to apply the 
three-part test of Revenue Ruling 75-280 rather than the generally more 
restrictive rules in existing case law." The IRS said that taxpayers whose 
returns have been examined on this issue and who have been assessed additional 
taxes should file for a refund or abatement if they meet the three-part test of 
the revenue ruling. They should use Form 1040X, "Amended Return," to file a claim 
for refund if they have already paid the tax or for an abatement if they have not 
yet paid the amount. Copies of News Release IR-88-65 are available from the IRS 
by calling 202/566-4054.
Guidance on the 2 percent floor on miscellaneous itemized deductions is the subject of 
temporary and proposed regulations issued recently by the IRS (see the 3/28/88 
Fed. Reg.. pp. 9870-81 and 9951-52). According to the regulations, deductions for 
miscellaneous itemized deductions are disallowed in computing the taxable income 
of individuals to the extent that the aggregate of such expenses does not exceed 2 
percent of the individual's adjusted gross income. Examples of deductible 
expenses subject to the 2 percent floor include unreimbursed employee business 
expenses, expenses for the production or collection of income such as investment 
advisory fees and cost of safe deposit boxes, and expenses for tax advice. The 
regulations provide that if a taxpayer incurs expenses that relate to both a trade 
or business activity and a production of income or tax preparation activity, the 
expense shall be allocated between the activities on a reasonable basis. Expenses 
paid or incurred by an employee that are deductible from gross income and for 
which the employee is reimbursed by his employer may be deducted from gross income 
in computing adjusted gross income, according to the regulations. Generally, if 
an employee is reimbursed by his employer in an amount less than the total 
expenses paid or incurred by the employee, the determination as to which of the 
employee's business expenses the reimbursement applies and the amount of each 
expense that is covered by the reimbursement is made on the basis of all the facts 
and circumstances of the particular case, according to the regulations. Special 
rules are provided for allocating reimbursements between meal and entertainment 
expenses and other business expenses when the facts and circumstances are not 
clear. The temporary regulations provide rules for applying the 2 percent floor 
on miscellaneous itemized deduction to holders of interest in pass-through 
entities. In general, an "affected investor" in a pass-through entity is required 
to separately take into account as an item of both income and expense an amount 
4equal to his allocable share of the "affected expenses" of the pass-through entity 
for purposes of determining his taxable income, the regulations state. The 
regulations apply to taxable years beginning after 12/31/86. Comments and 
requests for a public hearing must be delivered or mailed by 5/27/88 to 
Commissioner of Internal Revenue, ATTN: CC:LR:T (LR-97-86), Washington, D.C. 
20224. For further information after reading the temporary and proposed 
regulations, please contact Beverly A. Baughman at the IRS at 202/566-3297.
Temporary regulations will be issued extending the aggregation rule contained in 
section 1.465-1T of the Income Tax Regulations to taxable years that began in 
1987. according to IRS Announcement 88-58. Last year, in Announcement 87-26 (see 
Internal Revenue Bulletin 1987-15, dated 4/13/87), the IRS informed taxpayers that 
temporary regulations will be issued extending the aggregation rules to taxable 
years that began in 1986. In Announcement 88-58, the IRS said taxpayers "will be 
allowed to aggregate certain partnership and S corporation activities for purposes 
of the at-risk rules under section 465 of the Internal Revenue Code for taxable 
years beginning in 1985, 1986 and 1987 in the same manner as for taxable years 
beginning in 1984. Announcement 88-58 said aggregation of partnership or S 
corporation activities will be allowed within each of four categories for taxable 
years beginning during 1985, 1986 and 1987. The categories are as follows: 1) 
films and video tapes; 2) farms; 3) oil and gas properties; and 4) geothermal 
properties. The IRS said that Announcement 87-26 stated that additional rules 
would be issued concerning the aggregation of activities within the four 
categories and that these additional rules would impose certain limitations and 
conditions on the ability of taxpayers to aggregate such activities. Even though 
Announcement 87-26 "indicated that the additional rules would apply to taxable 
years beginning in 1987, that will not be the case," the IRS said. Instead, any 
additional rules will apply only to taxable years beginning after 12/31/87. 
Announcement 88-58 is scheduled to be printed in Internal Revenue Bulletin 1988- 
15, dated 4/11/88. If further information is needed after reading the 
Announcement, please contact Arthur E. Davis III at the IRS at 202/566-3238.
Guidance for beneficiaries reporting income from trusts with short taxable years in 
1987 as a result of changing from a fiscal year to a calendar year has recently 
been issued by the IRS in an advance copy of Notice 88-45. Under the Tax Reform 
Act of 1986 all trusts are required to use the calendar year as their taxable 
year. As a result of this requirement, trusts that previously were fiscal year 
taxpayers had short taxable years in 1987, the Notice stated. Beneficiaries of 
such trusts must spread their income attributable to the trust’s short year 
ratably over a four year period beginning with the beneficiaries’ 1987 tax year, 
according to the Notice. This four year reporting requirement is mandatory, the 
IRS said. The four year spread rule does not apply to the beneficiaries of 
charitable remainder trusts, according to the Notice. Additional guidance will be 
provided if the pending technical correction which allows any trust beneficiary to 
elect to waive the benefits of the four year spread is enacted, the Notice stated. 
Notice 88-45 said that if the beneficiary dies prior to the end of the four year 
period, any remaining unreported income shall be included in gross income for the 
beneficiary's last taxable year. Notice 88-45 is scheduled to be published in 
Internal Revenue Bulletin 1988-15, dated 4/11/88. If further information is 
needed after reviewing the Notice, contact Maurice Foley at the IRS at 202/566- 
4336.
SPECIAL: TECHNICAL CORRECTIONS ACT INTRODUCED IN HOUSE AND SENATE
Identical technical corrections legislation was introduced recently in the House of 
Representatives and Senate by Rep. Dan Rostenkowski (D-IL), chairman of the House 
Ways and Means Committee, and Sen. Lloyd Bentsen (D-TX). chairman of the Senate 
Finance Committee, respectively. The legislation, H.R. 4333 and S. 2238, would 
5make changes to the Tax Reform Act of 1986 and Revenue Act of 1987. Sen. Bentsen 
described the legislation as correcting "hundreds of clerical and drafting errors" 
and resolving "dozens of ambiguities in the tax laws." He said many of the 
measures’ provisions "provide badly needed guidance to taxpayers." In introducing 
H.R. 4333, Rep. Rostenkowski said he intends to have the Ways and Means Committee 
act as "expeditiously as possible." He also said he does not "anticipate making 
changes to H.R. 4333 which would cause any further loss of revenue as measured 
against last year's legislation." Copies of the legislation will be available 
from the Government Printing Office (GPO). The estimated cost by the GPO is $26- 
$30 and the documents may be available as soon as 4/4/88. To check availability 
or to order the legislation, call the GPO at 202/275-3031.
SPECIAL: WAYS AND MEANS SUBCOMMITTEE REQUESTS COMMENTS ON OPTIONS REGARDING THE UBIT
Preliminary discussion options regarding the unrelated business income tax (UBIT) were 
released 3/31/88 and are the subject of a solicitation for public comment, the 
deadline for which is 4/15/88. Released by the House Ways and Means Subcommittee 
on Oversight, the list of discussion options is the result of five days of 
hearings held by the Subcommittee last year. In releasing the proposals, 
Subcommittee Chairman J.J. Pickle (D-TX) noted the options are "not specific 
recommendations but serve as the generally agreed to starting point for the 
Subcommittee's discussion." Among the options is the repeal of the "substantially 
related" test, as well as the retention of the test while imposing UBIT on those 
activities which are "inherently commercial." Further, included in the list of 
options are proposals to apply UBIT to income from affinity credit card 
endorsements, and expand Form 990-T requiring more detailed reporting of revenue­
producing activities and income on Form 990. Lastly, the options discuss tax 
treatment of royalty income, subsidiaries and joint ventures, allocation rules, 
the convenience exception and the "regularly carried" test. Rep. Pickle said 
another hearing on the UBIT will be scheduled sometime in late April after a 
review of the written comments. Those wishing to submit comments should direct 
them to Robert J. Leonard, Chief Counsel, Committee on Ways and Means, U.S. House 
of Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. 
Individuals may obtain a copy of the discussion options by contacting the 
Subcommittee at 202/225-5522 and requesting press release #16.
For further information contact Shirley Twillman at 202/737-6600.
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